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REAL ESTATE ECONOMISTS, APPRAISERS AND COUNSELORS 


EAL estate activity has increased for thefourth successive month after ad- 

RR isstien for seasonal fluctuation. Whether this represents the beginning 

of the long-awaited real estate revival or not is still problematical. 

The chart on page 476 will show that real estate also increased in 1960 in about 

the same fashion, but this was followed by the drop, starting in the latter part 

of the year, which ran through to this last spring. In 1958 we had an increase 

in real estate activity which continued for eight months, but which did not carry 
through into real recovery. 


There are more indications at the present time that real estate might be 
going into a more active period than there have been for a number of years. 
The general business situation is improving quite rapidly after the tension 
which developed in 1960. Government spending will be at a much higher rate 


and many defense industries will be operating at a higher capacity. Unem- 
ployment will be dropping, and it seems that this should tend to absorb some 
of the 2,255,000 vacant dwelling units which we estimate are available at the 
present time. We figure that about 1, 780,000 of these are for rent, and about 
475,000 are vacant and for sale. As long as these vacancies overhang the mar- 
ket, real estate activity and real estate prices will find the going rather hard. 


The same can be said for new building activity. The real hope comes ina 
better general business climate, and it seems now that this climate is fairly 
well assured for the next 12 months. 


Mortgage activity has been increasing, after seasonal adjustment, for the 
past five months, and has sustained the biggest rise since 1958. If general 
business follows through with its present spurt, mortgage activity can be ex- 
pected to increase during the next 12 months, probably bringing it back to the 
levels of several years ago, before the last decline started. The mortgage line 
charted on page 476 is based on the number of mortgages per 10,000 families. 
Were it based on the dollar amount, the rise would be greater than shown here, 
as the average mortgage has shown a tendency to increase in size. 


In spite of the rather heavy vacancy (see chart on page 478), residential 
rents are still climbing gradually. Since 1954 the upward trend in residential 
rents on our chart on page 476 has formed almost a straight line. The fact that 
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residential rents are still relatively low in comparison with other elements of 
the cost of living and as a percentage of the construction cost of new dwelling 
units will probably ensure this continued rise during the next 12 months. 


Construction activity, as shown on this same chart, has shown little up- 
ward or downward movement so far in 1961. During 1960 the number of new 
dwelling units built per 1,000 families declined by a considerable percentage. 


The chart opposite brings up to date our study of various type investments 
from the standpoint of long-term changes in purchasing power. On this twen- 
tieth anniversary of the sale of Government “E” bonds the red line onthe chart 
shows, from 1941 to the present, the purchasing power which could be re- 
ceived by selling “E” bonds at any time after their purchase in relationship to 
the amount of purchasing power spent for them originally. The amount shown 
on this chart includes all accrued interest, and would indicate that if the “E” 
bond had been turned in at the end of the first 10 years, its owner would have 
received about 25 percent less purchasing power than he put in originally, and 
this is before the payment of income tax. After taking care of the income tax, 
the loss in purchasing power would have varied from about 28 percent to about 
43 percent, depending on the income tax bracket of the individual. If the “*E” 
bond has been held for the 20 years and is cashed in at the present time, the 
principal and accrued interest will fall 10.7 percent short in purchasing power 
of the purchasing power invested 20 years ago. After paying the income tax on 
the accrued interest, the loss will vary from 18.8 percent to 47.6 percent, de- 
pending on the tax bracket of the individual. 


While “E” bonds have been used as the illustration on this chart, the 
same general principle would apply to all other dollar investments which paid 
about the same rate of interest. In this group would be savings accounts, sav- 
ings and loan shares, other types of bonds, annuities, money invested in life 
insurance companies, etc. 


In contrast to the showing on fixed dollar investments would be the blue 
broken line showing the fluctuations in the purchasing power of industrial com- 
mon stocks. This line does not include dividends. If it did, the showing would 
be still better than it is on this chart. During the first 10 years after 1941 the 
showing was not too good, as only in one of the 10 years wouldit have been pos- 
sible to have sold these stocks for as much purchasing power as was used to 
purchase them originally. In the last 10 years, however, the showing has been 
splendid, as common stocks have advanced much faster and further than the 
cost of living. The recent drop in the market still leaves the purchasing power 
level of these stocks at a remarkably high point -- too high to be maintained 
consistently in the next few years, unless we become involved in a major war. 


The third line on our chart, shown in solid blue, shows the purchasing 
power of a single-family residence bought in 1941. No rental income is cred- 
(cont. on page 478) 
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(cont. from page 475) 

ited to this line, which merely shows the purchasing power which could be re- 
ceived by selling the residence at any time during the 20-year period. In spite 
of the slight drops in the last few years, the man who purchased a residence in 
1941, and who has lived in it during this entire period, in spite of accrued de- 
preciation could secure almost 50 percent more purchasing power now than he 
put into it originally. It seems that this situation will probably continue, and 
that the purchase of a typical residence for a medium-income family would still 
prove to be the best inflation hedge available. 


On the chart below, where we depict the average vacancy in all areas 
of the United States by types of vacancy, it will be noticed that in the last quar- 
ter, vacancy of units for sent remained constant, but the vacant units for sale 
increased. Total vacancy increased slightly. 


The percentage of dilapidated units for rent is the smallest reported at 
any time since these figures have been available. This may be partially due to 
demolitions under the urban renewal program. Seasonal vacancy is down to 
about the same percentage that it ran 10 years ago, but considerably below the 
rate at which it has been running since 1957. 


At the present time the outlook for real estate depends primarily on inter- 
national complications. If the Cold War is intensified or becomes a shooting 
(cont. on page 480) 
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(cont. from page 478) 

war, our cities will become more active in their manufacturing activity, draw- 
ing in quite a number of workers from rural areas. This will stimulate the 
demand for real estate, and should bring about increases in rents and values 
on existing buildings. Since many building materials will also be used in de- 
fense activity, we would naturally expect the cost of building materials to ad- 
vance, as it always has in the past in periods of great preparedness, and as 
the prices of these materials advance and competition for labor increases, the 
cost of building will also increase. 


It looks like a good time to get out of money investments and into some 
sort of tangibles. 


The index of confidence, as shown on the chart below, which is based on a 
study made many years ago by General Leonard P, Ayres, divides the yield of 
the very best bonds by that of second-rate bonds. 


The fundamental theory behind this index is that when confidence drops, 
the investing public will pay a higher price, in relation to income, for the best 
type bonds than it will for a second-rate bond. When confidence is very high, 
however, there is relatively little difference inthe prices the public will pay for 
the highest grade and second grade. 


On the basis of this chart it will be noticed that confidence is approaching 
an all-time high. In 1953 and in 1956, the general public was willing to pay 
better than 88 percent as much for a second-rate bond as it was for a first-rate 
bond. In January 1958 this figure dropped to 74.5. At 87.1 it is now higher 
than it has been at any time since 1953 and 1956. The investing public appar- 
ently has a great deal of confidence in the economic picture for 1962. 








